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Predicting the amount of money you'll need to send your child to college 
is a lot like fortune-telling . . . especially if you attempt it when your 
future scholar is still in diapers. There are just too many unknown 
variables for this far-from-scientific process. For instance, what career 
will your daughter want to pursue and how many years of education will 
it require? Or, what college will your son want to attend and what will
tuition costs be at that school at that time?
These questions make planning for your child's education seem nearly 
impossible. But don't despair! You really can estimate the future cost of 
your child's college education and prepare in advance to meet it -- if you 
do some careful planning.
Today, we'll discuss just what planning for your child's education actually
means in dollars and cents. We'll talk about how to estimate the amount
of money you'll need by considering annual college costs and inflation 
adjustments. We'll discuss funding strategies and tax laws that apply to
those strategies. And, we'll explore different investment options for 
accumulating college funds so that you can make selections appropriate
to your financial situation. (OPTIONAL: I will throw out quite a bit of 
information, but don't worry about taking notes. After my talk, I will give 
you a brochure* that summarizes some of the more important points you 
should know about funding your children's college education.)
First, let's talk about estimating future costs. Over the last 10 years, 
college costs for tuition, room, and board have increased at an average 
of 6.5 percent per year, while inflation has been less than 4 percent. 
Today, the total cost of sending your child to a four-year private 
institution averages $85,000, assuming a 6-percent increase in each of 
the next four years. A public college runs about $40,000.
Down the road, if this disproportionate cost increase continues, the 
figures will be startlingly steep. For example, if college costs increase at 
6 percent a year, by the year 2005 the total bill at a private college will
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To order the brochure, "Saving for College: Easing the Financial Burden," call 
the AICPA Order Department at 1-800-862-4272 and request product 
# 890823. Cost is $24/100 brochures.
be approximately $155,000, and at a public college, almost $75,000. 
But as long as you start saving early, you can afford to send all your 
youngsters to college, sparing them a fortune in loan payments.
To do so, however, you need to begin planning and saving now, no 
matter how young your children may be. Time is the most essential 
factor in building an education nest egg. A small amount of money saved 
early often can far surpass a large amount saved later.
Why -  you may wonder. Two words tel, the story -  compound interest. 
Let's say you put away $250 a month, or $3,000 a year, and earn a 
return of 7 percent. In 18 years, you'll be pleased to discover that you've 
managed to save over $100,000 -  $101,997 to be exact! Saving twice 
that amount a month, or $500, for nine years at the same return rate, will 
accumulate to only $71,868. Obviously, those who start planning and 
saving early have a great advantage over those who don't.
The first step in developing a college savings plan is to estimate the cost 
of college for one year at today's prices. This means taking into account
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both educational and living expenses. Educational expenses include 
tuition and fees, books, and supplies. Living expenses encompass just 
about everything else, including room and board, college extracurricular 
activities, and personal expenses such as medical visits, clothing, laundry, 
telephone, recreation, and travel.
The next step is to count the number of years to college. An inflation 
factor for that period is then multiplied by the current annual cost to 
compute the future annual cost. These factors are readily available from
CPAs and financial planners. Once you have the first year's cost, multiply
it by the number of years you expect your child to attend college.
Although costs will probably continue to increase while your child is in 
college, this method still provides a good estimate.
Now that you know how to estimate total college costs, you're ready to
calculate the lump-sum, or periodic investment, required to achieve that
amount. You can do so by dividing the total college cost by a pre-tax 
rate-of-return factor corresponding to the number of years left to college. 
Again, you can get these factors from CPAs. Also, you may want to
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apply the so-called "rule of 72," which tells you how long it will take to 
double a given lump-sum investment. Simply divide 72 by the rate of 
return. For instance, at a 6 percent annual interest rate, an investment 
will double in 12 years (72 divided by 6 =12).
Of course, most of your investment decisions, including type and length, 
will depend on your child's age. As a general guideline, age 14 is the 
watershed -  if your children are under age 14, you'll use a different set
of strategies than if they are 14 or older. Here are a few rules of thumb.
•  With children through age six, you may want to invest small 
amounts of money on a monthly basis over a long period of 
time, choosing growth-oriented investments such as individual 
stocks, or stock mutual funds whose objective is growth.
•  With children ages seven to 13, you may wish to consider a 
moderate investment strategy that combines growth and
income. Investments satisfying this strategy include stocks 
with potential for growth that pay relatively large dividends, 
growth and income funds, and intermediate-term bond funds.
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•  If your children are age 14 or older, investment stability is 
crucial. In this case, CDs, Treasury bills, money market funds, 
and short-term bond funds are the most appropriate. All these 
investment vehicles ensure stability and will continue to earn
income during your child's college years.
Your child's age also will have an impact on the tax consequences of your 
investments. For example, when children under age 14 have unearned
or investment income over a certain amount -- that amount is $1,300 in
1995 -- the excess is taxed at the parents' top marginal tax rate. This
provision is known as the "kiddie tax." For obvious reasons, the kiddie 
tax has put a damper on shifting income or transferring assets to children, 
which used to be a common strategy to reduce taxes. While the kiddie 
tax requires that you carefully plan your child's investments, keep in mind
that children under 14 are still entitled to the first $650 of unearned
income tax-free. The second $650 is taxed at the child's lower rate,
usually 15 percent.
The kiddie tax ends at age 14. Then, the first $650 of the child's 
unearned income is tax-free, and any amount over that is taxed at his or
her generally lower rate. In this case, the child must file a separate 
return. By the way, reporting the income of children under age 14 on 
your return could decrease your itemized deductions and increase your
state income tax.
You should keep these investment and tax strategies in mind when 
developing an asset- and income-shifting plan. However, be aware that 
asset- and income-shifting may affect the amount of financial aid your 
child may receive. When financial-aid needs are calculated, parents are 
expected to contribute a smaller percentage of their assets than the child 
is expected to contribute. For example, a savings account of $10,000 
held in your name would add only $560 to the required family 
contribution. The same account in your child's name would increase the 
family contribution to $3,500.
Outright gifts are the easiest and most convenient way of shifting assets 
to children. However, there are disadvantages, including immediate loss
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of ownership and control, and the possibility that the child will squander
what was intended for education.
Preferable to outright gifts in some ways are transfers of money or
securities to children under the Uniform Gifts to Minors Act. One
advantage is that you can name a custodian for the property transferred, 
which solves the problem of potential misuse by the minor. However, 
depending on the state of residence, the property must be automatically 
delivered to the child at age 18 or 21.
Assets can also be transferred to children by setting up a "Minor's Trust,"
under which accumulated income is taxable at trust tax rates. However,
this education funding mechanism has lost much of its appeal due to the 
increase in tax rates for trusts imposed by the Omnibus Budget 
Reconciliation Act of 1993, which is retroactive to January 1, 1993. 
Whether or not there will be a tax saving depends on the difference
between the recipient's tax rate and that of the trust.
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Whether you decide to retain control of your assets by keeping them in 
your name, or to make gifts to a trust for the benefit of your child, you'll 
need to make wise investments, presumably in securities, if you want 
your savings to grow at a significant pace. Investing is not just a matter 
of following a strategy that worked for a friend. No two situations are 
alike. You must research all options and get expert advice. Also, it's
wise to invest in a combination of sources to minimize risk.
First, let's consider investment strategies for children under age 14. 
Generally, you can invest for these children just as you would your own 
funds because, again, their unearned income of more than $1,300 is 
taxed at your rate. Four investment vehicles are: Series EE U.S. Savings 
Bonds; tax-exempt bonds; non-dividend-paying growth stocks; and 
growth mutual funds.
Let's talk briefly about each of these in turn. First, Series EE Bonds are 
available in face amounts ranging from $50 to $10,000. They are issued 
at a discount and appreciate to their face value no later than the end of 
the 17-year term for which they were issued -- for bonds issued on or
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after May 1 ,  1995. However, the Government limits the total value of EE 
bonds that can be purchased annually in the name of one person to
$15,000 -  that's a $30,000 face amount. Series EE Bonds issued on or
after May 1, 1995 and held for five years pay interest at 85 percent of 
the average of the six-month Treasury security yields, adjusted each 
May 1 and November 1. Bonds held more than five years, and through 
original maturity at 17 years, earn 85 percent of the average five-year 
Treasury yield, adjusted each May 1 and November 1. Interest on bonds 
issued on or after May 1, 1995 is credited every six months from the
date of purchase.
As an added bonus, the interest on Series EE U.S. Savings Bonds may be
totally tax-free if proceeds are used to pay educational expenses for 
yourself, your spouse, or your dependents. To qualify, you must be at 
least 24 years old when you purchase the bonds and you must buy them 
in your name. However, this tax break is phased out over certain income 
ranges. For example, in 1995 joint filers begin to lose the exclusion at a 
modified adjusted gross income (MAGI) of $63,450, and lose it entirely
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at a MAGI of $93,450. MAGI is the sum of adjusted gross income (AGI) 
and interest earned on U.S. Savings Bonds.
If you don't qualify for the tax break, buying Series EE Bonds in your 
child's name is a good way to accumulate savings because interest grows 
tax-deferred until the bonds mature. The best strategy is to purchase 
bonds in your child's name that mature after his or her 14th birthday.
When the bonds are redeemed, the child will be taxed on the interest in
his or her lower tax bracket. Consider that the spread between lowest 
and highest tax brackets is currently 24.6 percent, and you'll realize what
a difference this spread can make.
The second good investment vehicle for the under-14 set is municipal 
bonds. They make for a particularly sensible investment for families in 
the 28-percent tax bracket or above. The interest on these bonds is 
exempt from federal taxes and also from state taxes in many states.
Individual bonds, like municipals, also provide tax-free income. Bonds 
allow you to have direct control of your portfolio, and assuming you hold
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the bond to maturity, you'll know the yield in advance and can enjoy a
reliable income stream. However, the price of a single bond is at least 
$5,000 and, therefore, a diversified portfolio of several bonds would carry 
a high price tag.
Purchasing bond mutual funds is yet another way to enjoy the tax-free 
status of bonds. Two advantages of bond mutual funds are professional 
management and diversification. Also, the investment capital required to 
purchase shares is much lower than that required to purchase individual 
bonds. Moreover, you can get into and out of mutual funds easily and 
quickly, enabling you to deal more effectively with interest-rate trends.
The third smart investment vehicle for children under age 14 is growth 
stocks -  purchased in the child's name -- that pay little or no dividends. 
Growth stocks could very well form the core of your college savings plan, 
because over the long term such stocks typically outpace inflation. And 
if no dividends are paid, the appreciation potential is all the greater. Such 
securities should be held at least until the child turns 14, so that gains are
taxed at the child's lower rate.
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Finally, you may want to consider purchasing a growth mutual fund for 
your children under age 14. Professional management, diversification, 
and liquidity are all advantages of going this route over buying the stocks 
individually.
Now let's shift gears and consider the family that has a child over age 14 
and hasn't begun saving for the child's college education. These 
circumstances call for short-term savings and investments that are 
relatively risk-free. As a general rule, investments for children over age 
14 should be held in their name so that lower tax rates apply. In this
case, you may want to consider Certificates of Deposit, or "CDs," money 
market mutual funds, income mutual funds, Treasury bills, and possibly 
even Treasury notes and U.S. Savings Bonds. Let's discuss each of these
in turn.
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CDs are promissory notes issued by banks and protected by federal 
insurance. Terms and denominations vary. Longer terms and larger 
denominations carry higher rates. Terms range from three months to five 
years. Rates change continuously, but the rate in effect on the date of
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investment is effective for the entire term of the CD. Try to purchase 
CDs when rates are high, and keep maturities short when rates are low. 
Also, don't redeem early because the penalties are severe.
Treasury bills are issued and backed by the U.S. Government. They are 
among the safest investments, along with Treasury notes and bonds, and 
are exempt from state tax. Treasury bills come in maturities of three 
months, six months, and one year, and are issued in denominations of 
$10,000. Invest in bills that will mature in the following year, if possible, 
as interest is taxable only in the year of maturity. As with CDs, keep 
maturities short if you expect an increase in rates, and long if you think 
rates have topped out. Treasury bills, unlike CDs, may be sold before
they mature.
Money-market mutual funds invest in a variety of short-term debt 
securities offered by the U.S. Government, banks, and corporations. By 
short-term, I mean 30 to 60 days. Money-market mutual funds offer 
instant liquidity and may earn a return higher than money market 
accounts. A money-market mutual fund is more flexible than a CD, and
the minimum investment required is far less than the $10,000 required for 
a Treasury bill.
The fourth and last investment we'll discuss for children age 14 and over 
is an income mutual fund or, possibly, a growth and income fund. The 
growth component should be conservative as the purpose is to generate 
a steady stream of income in the short term. Yields generally are higher
on income mutual funds than those on CDs, Treasury bills, or money
market funds. You should steer clear of junk bonds, unless you can 
handle the risk. Also, find out about fund objectives, who manages the 
fund, and the quality of the investments included in the portfolio. 
Moreover, when choosing a mutual fund, try to select no-load funds, 
meaning that no fee is paid to an investment manager. Finally, try to 
invest on a regular basis.
So far, this talk has focused on saving and investing to fund a college 
education and, clearly, starting at an early age is the ideal. However, 
realistically it will probably be necessary for a great majority of families 
to rely on some combination of grants, scholarships, loans, and work.
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Eligibility for such a package of aid will hinge to a significant degree on
assets and income.
You should keep in mind that the federal Government assesses the child's 
assets most heavily in computing family contributions. Specifically, 35 
percent of the child's assets are deemed available. Next hardest hit is the 
child's income. Third in line is the parents' income. After certain 
adjustments, parents' income is assessed at rates ranging from roughly 
22 percent to 47 percent. It's wise to control the timing of your income 
to minimize it during the period your child is seeking financial aid.
Assessed the least heavily are the parents' assets. Only 5.6 percent of 
those assets are included in the formula for family contributions. For this
reason, it does pay to save and build up assets.
However, if saving is not possible, you have the option of taking loans. 
I'd now like to spend a few minutes talking about three of the most
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common loans.
A home-equity loan is a prime source of funds to pay for college. 
Typically, you can borrow 80 percent of the difference between your 
home's value and the mortgage balance. Interest rates are lower than 
most other forms of credit and the interest is generally tax-deductible. 
Try to avoid the option of paying interest-only during the first few years.
Another loan, which is available to parents with good credit histories, is 
the Parental Loan for Undergraduate Students, or PLUS loan. PLUS loans 
are an exception to the general rule that federal student loans are 
available only to lower-income families. PLUS loans allow borrowing up 
to the annual cost of the child's education after subtracting other aid 
received. Closing costs are generally 4 percent and the interest rate is 
variable with a set cap.
Parents also can consider Stafford loans. As of 1995, the Stafford loan
permits need-based loans of $2,625 to freshmen, $3,500 to sophomores, 
and $5,500 to juniors and to seniors. An undergraduate can't borrow 
more than a total of $23,000. Closing fees are usually 4 percent and the 
rate is variable with a set cap -  currently, three-quarters of a percent less
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than a PLUS loan. The Government pays the interest while the student 
is in school. If the loan is subsidized, interest does not have to be paid 
back. The student must begin paying off the loan six months after 
graduating.
Under the new Federal Direct Student Loan program, Stafford and PLUS 
loans may be available directly from the U.S. Department of Education.
When repaying the loan, you have various options for federally backed 
student loans, including income-contingent repayment plans that tie 
payments to the graduate's annual income. This means smaller payments 
initially. An interest-rate break may be available for certain loans owned 
by the Student Loan Marketing Association (Sallie Mae). Sallie Mae has 
various incentive programs and may decrease your interest rate if you 
have a record of on-time payments over four years, or arrange for
automatic repayment from bank accounts.
Saving, investing, and loans are certainly primary sources of funds for a 
college education. However, I'd be remiss if I didn't mention some
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additional sources of funding for college of which you should be aware — 
so that, if appropriate, you can set the wheels in motion in time.
The first source is gifts. Anyone can make a gift of $10,000 annually to 
a child without incurring a gift tax. Married couples may make gifts of up 
to $20,000 annually to any number of individuals without gift-tax 
consequences -  that is, $10,000 from each spouse. And gifts for tuition 
that are paid directly to a college, regardless of amount, are not subject 
to a gift tax.
If a potential donor, say a grandparent, has appreciated securities, a 
sound strategy is not to sell them and give the proceeds to the child, but 
rather to give the securities to the child. On each $1,000 of gain, the 
donor would pay a maximum rate of 28 percent -  or $280 in tax -  
whereas the child of 14 or older would pay just $150, or 15 percent, if 
he or she is in the lowest tax bracket. On $10,000 of gain, that's
$1,300 in tax savings.
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Second, don't overlook scholarships -  they're based on much more than
academic achievement. Scholarship aid is awarded both by high schools 
and colleges. Criteria vary and include: where the applicant lives; 
scholastic achievement; performance in extracurricular activities, including 
sports; and field of study. Local groups such as churches, fraternal 
organizations such as the Lions Club, Chambers of Commerce, and 
businesses and corporations also award scholarships. Check with your 
child's high school guidance counselors and college financial aid officers
for information.
Third, a child who applies for admission to his mother's or father's alma
mater could receive a break on tuition. Also, the chances of gaining 
admission, while not guaranteed, are improved.
Fourth, parents who will be at least age 59 1/2 when they need money 
for their child's college education can use their 401(k)s, IRAs, and 
deferred annuities to help pay tuition. That's the age when people are 
allowed to begin withdrawing part or all of their retirement money without 
penalty. However, if you do use these savings vehicles for your
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children's education, it's critical that you have a back-up plan for 
retirement. In addition, withdrawals could be subject to a 10-percent 
penalty if made before age 59 1/2. On the plus side, retirement plans are 
not counted in computing the required family contribution for federal
financial aid.
Fifth, children should consider taking advanced placement courses in their 
final two years of high school. These are courses for which colleges 
usually grant credit. With careful planning, it would be entirely possible 
to accumulate a college semester's worth of credit and save from $5,000
to $15,000.
A sixth source is money your child can earn by holding a job. For 
example, if the child takes a year off between high school and college, 
disciplined savings could add up, especially if the child lives at home. Or, 
he or she could work during summers while in college. Your child also 
could look into attending a school that offers some form of cooperative 
education. In addition, students may want to consider limited work
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during the school year. On-campus jobs may be funded by the 
Government's Work-Study Program.
Let me briefly discuss some of the ramifications of employment. First, 
you should know that in 1995, a student can receive up to $5,250 tax- 
free in educational assistance from his or her employer. Second, if you 
own a business, consider putting your child on the payroll for a business 
expense deduction. Furthermore, if the child is under 18, no Social 
Security tax has to be withheld from the child's pay.
There also are two government sources of help: payment for work in the 
new Corporation for National Service; and service in one of the branches 
of the military. The Corporation for National Service requires community 
service work in the U.S., and in 1995, provided for living expenses of 
about $7,600 per year and an educational benefit of $4,725 per year. 
The college savings plans offered by the military, which may include 
matching contributions, also are generous.
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I'd like to conclude my talk by providing you with some useful tips as you 
wrestle with the complex question of college financing.
As a rule, it's wise to involve your child in the financial-planning process. 
Children should appreciate the high and rising cost of a college education 
and understand the sacrifices required, especially by the parents. You 
may want to consider having the child absorb a reasonable share of the 
total cost through a combination of work, scholarships and grants, and 
loans taken out in his or her name. The whole college financing process
can and should be a valuable lesson in money management.
The time to start putting the process into high gear is the beginning of 
your child's junior year in high school. He or she should stop by the 
guidance counselor's office for information about colleges and the 
application process, and especially about financial aid. There also are 
several good reference books on the subject, such as the Peterson's 
Guides' Paying Less for College, and Barron's Complete College Financing 
Guide. Always buy an up-to-date guide; the rules change continually.
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Parents of college-bound children should understand the economics
underlying the price of a college education. Supply and demand factors*
come into play, as well as competition among institutions. If enrollments 
are down, or if your child would add to a more geographically 
representative student body, these factors could be reflected in a lower 
bill. And if your child has an impressive record academically, or in terms 
of extracurricular activities, including sports, these accomplishments may 
be worth something. These matters should be brought to the attention
of admissions officers at the outset.
You shouldn't make any assumptions about the chances of receiving
financial aid based on your assets and income. Approximately half of all
college students receive aid. The federal Government's rules are uniform, 
but like tax law, they change frequently. Institutional rules are unique to
the institution and they, too, change often. And while it is true that most
aid is based on need, the definition of need is slippery. The fact is that 
a significant amount of aid is based on achievement -  scholastic, artistic, 
and athletic. Basically, everyone has a shot and should apply!
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To encourage frugality while at college, offer your child a short course in 
consumer economics just before he or she leaves for college. Encourage 
your child to purchase clothing at the beginning or end of the season; to 
buy used textbooks; to attend free or low-cost college-sponsored events; 
to limit use of the telephone by writing home instead; and the most 
crucial of all -  to shun credit cards. The savings in any one area may be
small, but the combined total can be very large.
Let me close by stressing four points that are key to financing a college 
education. First -  and this cannot be stressed enough -- begin saving as 
soon as possible after the birth of a child. Second, encourage your child 
to be an achiever throughout his or her school years.  Third, make a 
serious joint effort with your child, the colleges in question and, perhaps,
a CPA, to learn about a complicated financial aid process that is always 
changing and that differs from school to school. And fourth, apply for 
aid-- don't make the mistake of assuming you won't qualify. You may be
pleasantly surprised.
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Thank you. Now I'll be happy to take your questions.
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